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CONEIDENTIAL JAKARTA 6588 

E.O. 11652: GDS 
TAGS: ENRG, ID 

SUBJECT: GOI-CALTEX REACH AGREEMENT ON OIL INCENTIVES 
REF: JAKARTA 3739 (NOTAL) 
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1 . GOI AND CALTEX HAVE REACHED AGREEMENT ON ADDITIONAL 
$.50/BAREL INCENTIVE EOR OIL PRODUCED EROM NEW WELLS 

OR FROM SECONDARY RECOVERY. SECRETARY TO PERTAMINA 
BOARD OF COMMISSIONERS TOLD EMBOFE MAY 18 THAT AGREEMENT 
WOULD BE SIGNED THAT SAME DAY. BRIEF PRESS ITEM ISSUED 
FOLLOWING DAY CONFIRMS. 

2. ALTHOUGH COMPLETE DETAILS NOT YET RECEIVED, WE 
UNDERSTAND NEW INCENTIVE WILL BE APPLIED TO EACH BARREL 
OF OIL EITHER DISCOVERED THROUGH NEW EXPLORATION OR 
PRODUCED THROUGH SECONDARY RECOVERY PROGRAMS IN OLDER 
FIELDS. AGREEMENT COVERS LIVE- YEAR PERIOD AND WILL BE 
INCORPORATED INTO CALTEX'S EXISTING CONTRACT OF WORK 
ARRANGEMENT. IN EFFECT, $.50/BARREL WILL BE APPLIED 

AS CREDIT AGAINST APRIL 1976 REQUIREMENT WHEREBY CALTEX 
PAID GOI ADDITIONAL $1.00 FOR EACH BARREL LIFTED. (THIS 
FEE WAS REDUCED TO .20/BARREL ON OIL BEING SHIPPED TO 
"FAR AWAY MARKETS IN CARRIBBEAN OF U.S. EAST COAST.) 

HENCE, CALTEX NET BURDEN WILL NOW BE $.50/BARREL. WE 
ARE NOT SURE HOW THIS WILL AEFECT SPECIAL ARRANGEMENTS 
FOR FAR AWAY MARKETS. ADDITIONAL INCENTIVE WILL RESTORE 
CALTEX PER BARREL TAKE TO ABOUT $1.75. 

3. CALTEX PARENT COMPANY NEGOTIATORS (BOUCHE OF SOCAL 
AND MCCALL OF TEXACO) WORKED OUT SETTLEMENT IN SECRET 
MEETINGS EARLIER THIS WEEK WITH PERTAMINA AND MINES 
MINISTER SADLI. FINAL AGREEMENT REPRESENTS CLASSIC 
COMPROMISE: CALTEX RETREATED FROM THEIR MARCH DEMAND 
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OF $.85/BARREL AND PERTAMINA PRESIDENT HARYONO CAME UP 
FROM GOES $.30/BARREL OFFER. ACCORIDNG TO PERTAMINA 
SOURCE, CALTEX'S LAST PROPOSAL PRIOR TO SETTLEMENT ASKED 
FOR $.65/BARREL. 

4. AGREEMENT COMES IN WAKE OF MARCH VISIT BY TEXACO 

AND SOCAL BOARD CHAIRMEN WHICH CREATED MOMENTUM LEADING 
TO SETTLEMENT. FINAL APPROVAL MADE BY PRESIDENT SUHARTO 
WHO HAD DISCUSSED INCENTIVES ISSUE WITH TWO CHAIRMEN 
AND WAS THUS PERSONALLY AWARE OF CALTEX POSITION. 

5. COMMENT: LITTLE BY LITTLE, NORMALITY IS RETURNING 
TO RELATIONS BETWEEN COI AND OIL COMPANIES. THIS 
AGREEMENT PROVIDES FURTHER EVIDENCE OE NEW FLEXIBILITY 
ON PART OF GOI. KEY TO THIS PROGRESS IS ATTITUDE OF 
INDONESIA'S "ECONOMIC CZAR ", MINISTER OF ECONOMIC 
PLANNING WIDJOIO, WHOSE THINKING APPARENTLY HAS CHANGED 
CONSIDERABLY AS RESULT HIS RECENT DIRECT EXPOSURE TO 

OIL EXECUTIVE IN NEW YORK AND BY THE QUESTIONS RAISED 
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BY DONOR COUNTRIES ABOUT PRESENT AND FUTURE OIL EXPLORA- 
TION AT THIS YEAR'S IGGI MEETING (IMMEDIATELY PRIOR TO 
HIS U.S. VISIT). THERE IS GREATER REALIZATION AT ALL 
LEVELS OF GOI THAT A) LAST YEAR'S TERMS WENT "TOO FAR" 

AND B) DEVELOPMENT OF NEW OIL RESERVES WAS NOT GOING TO 
HAPPEN UNLESS GOI GRANTED ADDITIONAL INCENTIVES. AGREE- 
MENT WITH CALTEX, COUNTRY'S LARGEST PRODUCER AT 
830,000 B/D, BRINGS TO CLOSE MORE THAN ONE YEAR'S DIS- 
CUSSIONS WHICH OCCASIONALLY WERE COLORED BY BICKERING AND, 
PERHAPS MOST IMPORTANT, SEEMED TO SET TONE FOR SUBSEQUENT 
GOI ATTITUDES TOWARD OTHER, SMALLER PRODUCTION-SHARING 
OIL COMPANIES OPERATING IN INDONESIA. 

6. NEW INCENTIVE SHOULD STIMULATE MORE RAPID DEVELOP- 
MENT OF RECENT CALTEX DISCOVERIES IN ONSHORE SUMATRA 
AREA WHICH COMPANY HAS BEEN SITTING ON PENDING RESOLU- 
TION OF FISCAL TERMS. IT SHOULD ALSO RESULT IN 
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GREATER USE OF SECONDARY RECOVERY ON TWO OLDER FILEDS, 
MINAS AND DURI, BOTH OE WHICH ARE PLAYING OUT RAPIDLY. 
WHETHER THIS INCENTIVE WILL BE ENOUGH TRIGGER FULL- 
SCALE SECONDARY RECOVERY PROGRAM, WHICH COULD ADD 
ROUGHLY ANOTHER 700-800 MILLION BARRELS OE RESERVES, 

REMAINS TO BE BEEN. END COMMENT. 

7. WE HOPE TO SEE CALTEX SHAREHOLDERS REP LATER THIS 
WEEK AND WILL REPORT COMPANY'S REACTION VIA SEPTEL. 

NEWSOM 
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